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Answer TWO (2) QUESTIONS from SECTION A and TWO (2) QUESTIONS from SECTION B 


SECTION A 
Question 1 


A state government has decided to introduce a price floor or minimum price above the equilibrium 
price per bushel of wheat in the wheat market. Define a price floor and reasons for imposing a price 
floor in the market. Explain the impacts of the price floor on quantity supplied, quantity demanded 
and economic surplus. Is this an efficient policy? Explain why or why not. Use appropriate diagram(s) 
to illustrate and explain your answer. 


Question 2 


Explain what is meant by the ‘law of diminishing (marginal) returns’. Discuss how diminishing 
(marginal) returns affect costs in the short-run and in the long-run. Use appropriate diagram(s) to 
illustrate and explain your answer. 


Question 3 


Consider a firm that has a market monopoly. Suppose that in addition to its monopoly in the market 
the firm produces under the presence of a positive externality. Does the positive externality lead to a 
greater misallocation of resources compared to the presence of a positive externality under a 
competitive market structure? Use appropriate diagram(s) to illustrate and explain your answer. 


SECTION B 
Question 4 


What is the multiplier? What is the accelerator? Is there any interaction between them? Use 
appropriate diagram(s) to illustrate and explain your answer. 


Question 5 

Explain both the short-run and long-run effects on the economy of a government decision to increase 
annual expenditure on goods and services. Assume the economy is initially operating at full 
employment. Use appropriate diagram(s) to illustrate and explain your answer. 


Question 6 
The Australian dollar operates under a floating exchange rate regime. Suppose speculators expect 
the Australian dollar to depreciate. Explain how the speculator’s expectations are likely to become a 


self-fulfilling prophecy. Use appropriate diagram(s) to illustrate and explain your answer. 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
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